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Colonial Stores Incorporated,which 
operates supermarkets in the 
Southeastern states of Georgia, 
North and South Carolina, Virginia, 
Florida, Alabama and Maryland, in 
1977 exceeded $1 billion in sales 
for the first time in the Company's 
77-year history. 
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Foreword 

The history of Colonial Stores Incorporated dates to 1901, with the in¬ 
corporation in Norfolk, Virginia, of the David Pender Grocery Company. The 
company as presently constituted was formed in 1940, when the Pender 
Company was merged with the Southern Grocery Company. Architect of the 
merger was Russell B. Stearns of Boston, who served for a number of years as 
Chairman of the Board of Directors and is now Chairman of the Executive 
Committee. C. T. Williams, Jr., a member of the Executive Committee, also 
has served as a Director of the company since it was incorporated. Ernest F. 
Boyce has been Chief Executive Officer of Colonial since 1967. The com¬ 
pany’s common stock was traded in the Over the Counter market until 1971, 
when it was listed on the New York Stock Exchange. Cash dividends on 
Colonial common have been paid continuously since 1940. 
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Corporate 

Information 

TRANSFER AGENTS 

The Fulton National Bank 
Atlanta, Georgia 30302 
Bradford Trust Company 
New York, New York 10017 

REGISTRARS 

The First National Bank 
of Atlanta 

Atlanta, Georgia 30302 

Chemical Bank 

New York, New York 10015 

ACCOUNTANTS 

Peat, Marwick, Mitchell & Co. 
2100 Peachtree Center South 
Atlanta, Georgia 30303 

COUNSEL 

Kilpatrick, Cody, Rogers, 
McClatchey & Regenstein 
3100 Equitable Building 
100 Peachtree Street 
Atlanta, Georgia 30303 

ANNUAL MEETING 

To be held at 11 a.m., April 3 at 
the company’s principal offices 
in Virginia, 3616 Virginia Beach 
Boulevard, Norfolk, Virginia 

COMMON STOCK LISTING 

The common stock of 
Colonial Stores Incorporated 
is listed on the New York Stock 
Exchange. Its symbol is CSI. 

FORM 10-K AVAILABILITY 

Stockholders and beneficial 
owners may obtain copies of 
the annual 10-K report to be 
filed with the Securities 
and Exchange Commission by 
writing to J. W. Rowe, Secretary, 
at the headquarters of the 
Corporation. 

CORPORATE ADDRESS 

2251 North Sylvan Road 
P.O. Box 4358 
Atlanta, Georgia 30302 
Telephone (404) 768-4611 


Financial Highlights 



1977 

1976 

Sales and operating revenues. 

. $1,053,167,343 

975,210,514 

Net earnings. 

. $ 10,906,696 

11,612,380 

Per common share: 

Net earnings. 

. $2.87 

3.05 

Dividends. 

. $1.45 

1.45 

Average number of common 

shares outstanding. 

. 3,790,346 

3,795,772 
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To Our 

Shareholders 

Fiscal 1977 was an historic year for 
Colonial Stores. In mid-December we 
exceeded $1 billion in sales for the 
first time in the company’s 77-year 
history. Our sales of $1,053,000,000 
were double those of just 10 years 
ago. 

The billion dollar milestone has 
been a personal goal for me since 1 
became Chief Executive Officer of 
the company. Along the way 
decisions were necessary which 
delayed us, the most notable being 
the closing of the Midwest Division, 
which had sales of $105 million. But 
achieve it we did, and I am proud of 
our Colonial team who made it 
happen. 

The satisfaction of reaching this 
plateau is tempered by the year’s 
decline in earnings. On increased sales 
of $77,956,000, our earnings declined 
to $10,907,000, or $2.87 cents per 
share, from $11,612,000, or $3.05 per 
share, in 1976. The decline is at¬ 
tributable to a number of things, 
including the continued sharp 
competitiveness of the industry, but 
the main factors are substantial in¬ 
creases in labor and related costs and 
a decline in productivity. 

Our operating costs for the year 
increased 12.3 percent over 1976, far 
more than we could pass along to our 
customers in retail prices and remain 
competitive in the marketplace. Most 
of those increases occurred in areas 
unrelated to the production of sales— 
salaries and wages; hospital, medical, 
liability and other insurance; pension 
benefits; and workman’s com¬ 
pensation. Over the past few years we 
have seen a rapid rise in these costs. 

In a business which is both highly 
competitive and labor intensive, one 
of the few opportunities to cover 
these increased costs lies in increased 
productivity. Despite a sharply 
contrasting picture in some areas, we 
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have over the past several years 
experienced a decline in productivity. 
Management’s greatest challenge, one 
that we deal with daily, is to halt that 
trend; to find new ways to boost our 
productivity to such a level that 
increases in sales will mean a com¬ 
mensurate increase in our profit 
dollars. 

STEWART ELECTED PRESIDENT 

It is a pleasure for me to share this 
report to you with the man your 
Board of Directors has selected as the 
company’s new President, William F. 
Stewart. Bill was elected President 
and a Director at the January meeting 
of the Board. 

He is a native of South Carolina 
and a graduate of Clemson 
University. He began his professional 
career in 1955 with a major processor 
of dairy products. In 1965 he became 
the youngest regional general 
manager in that company. 

He came to Colonial as General 
Manager of Dairy Operations in 
1970, and played a key role in the 
design and construction supervision 
of the Spartanburg Dairy Center, 
where he headed operations as Vice 
President until 1976. He joined the 
corporate staff that year as Group 
Vice President. 

He has done an outstanding job in 
each of his assignments with the 
company. We are fortunate to have 
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men of his capability to bring up to 
the top levels of management. 

CURRENT OUTLOOK 

The outlook for the current year is 
one of cautious optimism. Most 
indicators point to a continued steady 
expansion of the general economy, 
and we expect to have that reflected 
in our operating results. We are 
encouraged by the trend of our 
earnings over the last half of 1977. 
Following declines in the first and 
second quarters, we showed a modest 
increase in the third quarter, and a 
stronger upturn of 7.9 percent in the 
fourth quarter. 

Barring any unforeseen misfortune, 
such as the severe weather and 
unexpected shortage of energy which 
caused serious disruption of business 
during the first quarter of 1977, we 
expect the upward trend of profits to 
continue. The challenges that we face 
today, however, are as great as any 
we have faced during the decade of 
the seventies. We see nothing on the 
horizon that is going to result in any 
dramatic change in our business. 

For the year, our net earnings 
represent a return on average 
stockholders equity of 10.6 percent. 
How we use this return is, of course, 




New Big Star 

This Big Star store in Orange 
Park, Florida, is one of 17 new 
stores the company opened 
during the year. At least 29 new 
stores are planned for 1978. 
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equally as important as is earning it. 
Colonial has always managed its 
resources so as to finance expansion 
without heavy borrowings, maintain a 
strong balance sheet and pay its 
shareholders a generous dividend. 

Last year’s dividend of $1.45 per 
common share represented a payout 
of 50.4 percent. 

STORES DEVELOPMENT 

One of the highlights of 1977 was 
our stores development program. We 
opened 17 new stores, five each in the 
Atlanta and Raleigh divisions, three 
in the Southern Division, and two 
each in the Columbia and Norfolk 
divisions. That was five short of our 
goal of 22, which we failed to reach 
because of various real estate and 
construction delays. Those five were 
carried over to the current year, 
which will result in several new store 
openings during the first quarter, a 
period of the year when we normally 
open very few. 

Balanced against store closings, 
new stores opened gave us a total of 
376. Our net gain in footage was 
255,053 square feet, a figure which 
includes 11 enlargements. We also 
remodeled 10 stores during the year. 
The total effort required to open a 
modern day supermarket is con¬ 
siderable-site selection, real estate 
negotiation, architectural design 
work, construction supervision, 
equipping, stocking, manning and 
support. The fact that our people 
were able to bring 38 new store, 



enlargement and remodel projects to 
a successful completion during the 
year is a major accomplishment, and 
everyone involved is to be com¬ 
mended. 

Their task will be even greater in 
1978. Counting new projects and 
carryovers from last year, we an¬ 
ticipate opening a minimum of 29 
new stores during the current year, 
and enlarging 10. Balanced against 
planned closing, we should achieve a 
net gain of 16 new stores, with a gain 
in footage of 604,229 square feet. 

This year’s development program 
should increase our total store space 
to more than 7,740,000 square feet. 
OTHER PROJECTS 

New stores, enlargements and 
remodels are only a part of our 
development program. One major 
project, the Frozen Foods 
Distribution Center at Cordele, 
Georgia, is nearing completion. 
General construction of the 65,000- 
plus square foot facility is almost 
finished, and installation of equip¬ 
ment has begun. The freezer areas, 
where constant temperatures of 10 
below and 20 below zero will be 
maintained, will be ready for stocking 
by mid-April. Our goal is to begin 
operations in May. 

As the current year began, we were 
already underway with the largest 
development project undertaken in 
the company in many years, the 
renovation and expansion of our 
Atlanta facilities, which serve as a 
grocery, produce and meat distri¬ 
bution center for Atlanta Division 
stores. They also include our Cor¬ 
porate and Atlanta Division staff 
offices, one of the Company’s three 
bakeries and our specialty printing 
plant. 

The Atlanta project will be done in 
three phases, with construction 
carefully planned not to interfere with 
the daily flow of merchandise to and 


from our warehouses. The completion 
date for the final phase is scheduled 
in 1980. The project will include the 
construction of a new garage and 
fueling station for the trucking fleet, 
along with additional trailer parking; 
a 180,000-plus square foot addition to 
the grocery warehouse and a 10-door 
addition to the warehouse receiving 
dock; a relocation of the paper 
salvage plant, and the renovation of 
our corporate and division offices. 

MANUFACTURING 

Manufacturing results for 1977 
were mixed. Business increased 
significantly for our equipment 
subsidiary, which manufactures 
shelving and other store equipment, 
through orders resulting from the 
pace of the stores development 
program and substantial increases in 
sales to other companies. Some other 
operations, however, were adversely 
affected by conditions over which 
they had little control. During the 
first quarter, the bakeries and coffee 
roasting plant were hit hard by the 
shortage of natural gas. Baking 
operations were curtailed for several 
weeks, and the coffee plant was shut 
down for a month. 

A more damaging blow was dealt 
the coffee plant by the astronomical 
increases in coffee prices. Whether 
coffee prices will subside to their pre- 
Brazilian freeze level of two years ago 
is doubtful. The decline in U. S. 
coffee consumption as a result of 
skyrocketing prices is about 30 
percent. 

DOUBLE TAXATION 

Congress this year is considering 
several pieces of legislation that could 
have a direct bearing on our business, 
and thus on you as a shareholder. 

One of the most important of these is 
the proposal to end the double 
taxation on corporate profits. 

As a company, the profits we make 
are subject to a corporate tax of 48 
percent. Of the dividends we pay, 
each dollar is taxed again, as income 
to you. This is an obvious inequity, 


Shopping Day 

A shopper in a Big 
Star supermarket 
finds value and a 
wide variety of 
groceries, meats, 
produce and 
beverages at every 
day low prices, plus 
many items that are 
featured weekly. 
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but one that for years the Congress 
has been unwilling to correct. 

America’s 25 million shareholders 
form the largest group in the country 
that has no formal representation in 
Washington. Individually, however, 
these investors in American business 
could have a formidable impact on 
legislative action. As constitutents 
who can vote them out of office, you 
can be heard by members of the 
House and Senate if you take the 
time to communicate with them. 

We urge you to do so on this 
important piece of tax legislation. 
Inform them that, whatever method 
is devised to eliminate this double 
taxation, the time for positive action 
is now. 

C. T. WILLIAMS, JR. 

This year’s annual meeting will 
mark the retirement of one who has 
been a member of our Board of 
Directors since the company, as 
presently constituted, was in¬ 
corporated. C. T. Williams, Jr., 
became associated with National 
Food Products as a Director in 1932, 
and was Secretary of that company 
for a number of years. He was 
elected a Director of David Pender 
Grocery Company in 1939, and was 



C. T. Williams, Jr. 

serving in that capacity when 
Southern Grocery Stores, Inc., was 
merged into Pender to form Colonial 
Stores Incorporated. 

A citation presented by his fellow 
Directors at the January meeting 
recognized his long service as follows: 

“Colonial Stores Incorporated has 
been fortunate since its founding to 
have among its directors strong and 
able men who have been dedicated to 
the success of the enterprise. 

“Few men have played a greater 


part in the affairs of Colonial than C. 
T. Williams, Jr. His mild, incisive 
manner, total sincerity, and un¬ 
questioned financial acumen will be 
sorely missed by all whose privilege it 
has been to call him friend, associate, 
and fellow Director.’’ 

On behalf of the Board, we extend 
sincere thanks to the employees who 
made possible this record sales year, 
and to you, the stockholders, for 
your confidence and support. 

i 

Ernest F. Boyce 
Chairman and 
Chief Executive 
Officer 

William F. Stewart 
President 




Distributing, Manufacturing and Retailing Locations 



Division Distribution 
Centers 

Norfolk, Virginia / Raleigh, 
North Carolina / Columbia, 
South Carolina / Atlanta, 
Georgia /Thomasville, 
Georgia 

Manufacturing 

Operations 

Lexington Speciality Foods, 
Inc., Lexington, North 
Carolina / Spartanburg Dairy 
Center, Spartanburg, 

South Carolina 

Other Subsidiaries 

Colonial Equipment 
Company 

Aiken, South Carolina 
Merchandising Services, Inc. 
Atlanta, Georgia 


Major Retail Markets 

Cities with four or more 
supermarkets 
Richmond, Virginia 
Newport News, Virginia 
Hampton, Virginia 
Chesapeake, Virginia 
Norfolk, Virginia 
Portsmouth, Virginia 
Virginia Beach, Virginia 
Fayetteville, North Carolina 
Durham, North Carolina 
Greensboro, North Carolina 
Raleigh, North Carolina 
Charlotte, North Carolina 
Charleston, South Carolina 
Columbia, South Carolina 
Greenville, South Carolina 
Augusta, Georgia 
Atlanta, Georgia 
Macon, Georgia 
Albany, Georgia 
Jacksonville, Florida 



Fresh Baked Daily 

Most new Big Stars feature breads, 
rolls, cakes and pastries baked daily in 
the store, along with hot and cold 
foods for takeout from the Appetite 

Shoppe. 
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Your Kind of Store 

The advertising theme for our 
supermarkets is Your Kind of Food 
Store. Pictured here are a modern 
meat market, a typical selection of 
imported and domestic wines, and a 
variety of top quality produce, for 
which our stores are noted. 
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Description 
of Business 

The company is engaged primarily in 
the operation of a chain of self- 
service, cash-and-carry retail food 
stores (supermarkets), in seven south¬ 
eastern states, offering a full line of 
packaged grocery products, meat, 
poultry, fish, fruits and vegetables, 
bakery and dairy products, and other 
items of the type customarily sold in 
supermarkets, such as health and 
' beauty aids and household items. 

The business in which the company is 
engaged is highly competitive and is 
generally characterized by narrow 
profit margins, with earnings 
depending primarily on rapid turn¬ 
over of inventories and high sales 
volume. The company competes in 
the sale of merchandise, as well as for 


locations for stores, with a number of 
national and regional chains, some of 
which have substantially greater 
resources than the company, and with 
independent local outlets in all areas 
of its operations. Based upon 
available published sales figures for 
1976, the company believes it is the 
fifteenth largest supermarket chain in 
the United States. 

The company purchases merchandise 
for resale from thousands of sup¬ 
pliers. These suppliers range in size 
from very small, locally owned firms 
to national firms considered leaders 
in their industry. The company 
estimates purchases of merchandise 
for resale during 1977 from any one 
supplier did not exceed 6 percent of 
its total purchases during the year. 

The company places strong emphasis 
on the sale of nationally advertised 


brands of products, but also carries 
an extensive line of various types of 
private label products, most of which 
are manufactured or processed by 
others. Products manufactured or 
packaged by the company include 
bakery items, dairy products, jams, 
jellies, mayonnaise, coffee, tea, and 
other similar items. Printing of store 
signs, stationery and forms, as well as 
the manufacturing of store fixtures 
and equipment, are additional ac¬ 
tivities of the company. Substantially 
all of the products manufactured or 
packaged by the company are sold 
through its supermarkets and during 
1977 accounted for approximately 9 
percent of the cost of products sold 
by the supermarkets. 


Sales (In millions) Earnings Per Equity Per Common Dividends Per 

Common Share Share Common Share 
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Consolidated Summary of Earnings 


(amounts in thousands) 


Fiscal Year Ended 





Dec. 31, 

Jan. 1, 

Jan. 3, 

Dec. 28, 

Dec. 29, 


1977 

1977 

1976* 

1974 

1973 

Sales and operating revenues. 

$1,053,167 

975,211 

982,002 

934,172 

827,214 

Cost of sales. 

814,696 

758,788 

768,621 

739,919 

647,684 

Operating and administrative expenses. 

221,876 

197,376 

191,118 

177,070 

160,984 


1,036,572 

956,164 

959,739 

916,989 

808,668 

Operating profit. 

16,595 

19,047 

22,263 

17,183 

18,546 

Other income (net)—interest and 

sundry items. 

3,328 

3,270 

3,190 

1,581 

2,398 


19,923 

22,317 

25,453 

18,764 

20,944 

Interest expense on long-term debt. 

2,091 

2,055 

2,085 

1,992 

1,580 

Earnings before Federal 

income taxes. 

17,832 

20,262 

23,368 

16,772 

19,364 

Federal income taxes. 

6,925 

8,650 

10,000 

7,100 

8,250 

Net earnings 

$ 10,907 

11,612 

13,368 

9,672 

11,114 

Earnings per share of common stock based 
on average number of shares 

outstanding during year. 

$2.87 

3.05 

3.49 

2.52 

2.57 

Average number of common shares 
outstanding during year 

(thousands). 

3,790 

3,796 

3,818 

3,824 

4,309 

Dividends paid per common share. 

$1.45 

1.45 

1.25 

1.14 

1.04 


*53 weeks; all other years, 52 weeks. 

Note: Effective with the year ended December 28, 1974, the company adopted the last-in, first-out (LIFO) method of valuing 
substantially all inventories. In prior years inventories were valued by the first-in, first-out (FIFO) method. 


Market Price and Dividends 



The following table shows the high and low sales prices of the company’s common stock 
on the New York Stock Exchange (the principal market in which it is traded) and the 
dividends paid per share for each quarterly period during 1976 and 1977. 


Dividends 
Paid Per 


Year 


High 

Low 

Share 

1976 

First quarter 

25 

20 Vs 

.3625 


Second quarter 

24 % 

19 Vs 

.3625 


Third quarter 

22Vs 

20Vs 

.3625 


Fourth quarter 

23 Vs 

20'/ 2 

.3625 

1977 

First quarter 

22Vs 

22 

.3625 


Second quarter 

21 Vs 

20 7 /s 

.3625 


Third quarter 

19V* 

19 Vs 

.3625 


Fourth quarter 

20 

19 7 /s 

.3625 
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Management’s 

Analysis 

Management’s 
Discussion and 
Analysis of the 
Consolidated Summary 
of Earnings 

Fiscal 1977 Compared to Fiscal 1976 

The increase in sales and operating 
revenues of 8 percent ($77,956,000) in 
1977 resulted from increased business 
associated with new and existing store 
development, along with continued in¬ 
flation in retail prices. 

The .45 percent improvement in the 
gross profit margin (22.64 percent in 
1977; 22.19 percent in 1976) resulted 
from the implementation of merchan¬ 
dising programs designed to improve 
the sales mix, together with adjust¬ 
ments in retail prices necessitated by 
the cost pressures within the industry. 

Operating and administrative ex¬ 
penses increased as a percent of sales 
from 20.24 percent in 1976 to 21.06 
percent in 1977. The increase was at¬ 
tributable to substantially higher costs 
for salaries, wages and employee bene¬ 
fits; advertising and sales promotion; 
and insurance. Expressed as a percent 
to sales in 1977, these categories were 
14.7 percent, 1.3 percent and .25 per¬ 
cent respectively. In 1976 they were 
13.9 percent, 1.2 percent and .14 per¬ 
cent respectively. 

Interest income declined $612,000 
from 1976. The decline is attributable, 
in part, to a lower average investment 
portfolio during the year, resulting 
from the company’s commitment to 
stores development, along with general 
declines in the interest rates. This 
decline in other income was offset by 
gains realized on the sale of three shop¬ 
ping centers developed by the company 
in 1977. 

The company’s effective tax rate for 
1977 and 1976 was 38.83 percent and 
42.69 percent, respectively. The invest¬ 
ment tax credit earned on purchases of 
qualified property in 1977 was 
$1,539,000 and in 1976, $826,000. 


Fiscal 1976 Compared to Fiscal 1975 

The $6,791,000 decrease in sales and 
operating revenues in 1976 as com¬ 
pared to 1975 resulted principally from 
the inclusion of the 53rd week in the 

1975 fiscal year. The company’s fiscal 
year ends on the Saturday nearest to 
December 31, and every five or six 
years the fiscal year consists of 53 
weeks. In addition, the company oper¬ 
ated an average of eight fewer stores in 

1976 than in 1975. 

The decrease of $9,833,000 in 1976 
cost of sales as compared to 1975 
resulted from decreased sales 
($5,300,000) and from an improvement 
in gross margin ($4,500,000) as a per¬ 
cent of sales (22.19 percent in 1976; 
21.73 percent in 1975) through mer¬ 
chandising mix. 

Operating and administrative ex¬ 
penses as a percent of sales increased 
from 19.46 percent in 1975 to 20.24 
percent in 1976. Substantially higher 
costs were incurred in 1976 for salary, 
wages, employee benefits and sales 
promotion, and the 1975 percentage 
was aided by the inclusion of the 53rd 
week’s sales. 


Special Promotions & 
Advertising Expense 


Distribution 
of the 1977 
Sales Dollar 

(amounts in thousands) 

1) Sales 

2) Cost of Sales 

3) Salaries, Wages, 

Employee Benefits, 
Pension, & Social 
Security 

4) Operating Expenses: 

Rent, Depreciation, 
Amortization & 


$1,053,167 
814,696 v 


154,5301 



Insurance 

Store Wrapping 

31,335 


Supplies 

5,900 


Utilities 

15,148 


All Other Expenses 

9,375_ 

5) 

Taxes 

11,276 

6) 

Net profit 

$ 10,907 \ 



73 74 75 76 77 


Salaries, Wages & 
Employee Benefits 



73 74 75 76 77 
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Consolidated Statements of Earnings 


Years ended December 31,1977 
and January 1,1977 


1977 

1976 

Sales and operating revenues. 

(amounts in thousands) 
$1,053,167 975,211 

Cost of sales. 

Operating and administrative expenses. 

814,696 

221,876 

758,788 

197,376 


1,036,572 

956,164 

Operating profit. 

Other income (net)—interest and sundry items. 

16,595 

3,328 

19,047 

3,270 


19,923 

22,317 

Interest expense on long-term debt. 

2,091 

2,055 

Earnings before Federal income taxes. 

17,832 

20,262 

Federal income taxes (note 4). 

6,925 

8,650 

Net earnings. 

$ 10,907 

11,612 

Earnings per share of common stock, based on 3,790,346 
shares outstanding (1976, 3,795,772 shares). 

$2.87 

3.05 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 
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Consolidated Balance Sheets 


December 31,1977 and 



January 1,1977 



Assets 


December 31, 

January 1, 


1977 

1977 


(amounts in thousands) 

Current assets: 



Cash. 

$ 8,723 

5,603 

U. S. Government and other short-term 



obligations at cost, which approximates market. 

26,140 

28,933 

Receivables. 

4,012 

4,002 

Inventories (note 1). 

58,697 

57,367 

Prepaid expenses. 

1,410 

846 

Total current assets 

98,982 

96,751 

Investments and other assets: 



Investments in preferred stocks (note 2). 

2,738 

3,547 

Properties held for resale, at cost. 

5,898 

1,208 

Other assets . 

1,157 

1,302 

Total investments and other assets 

9,793 

6,057 

Property and equipment, at cost (note 3): 



Land. 

5,466 

6,944 

Buildings and improvements . 

15,742 

15,201 

Fixtures and equipment. 

100,106 

89,597 

Transportation equipment. 

14,957 

13,537 

Improvements to leased premises. 

14,167 

11,825 

Construction in progress. 

1,190 

347 


151,628 

137,451 

Less accumulated depreciation. 

71,285 

63,477 

Net property and equipment . 

80,343 

73,974 


$189,118 176,782 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 









































Liabilities & Stockholders’ Equity 


Current liabilities: 

Accounts payable. 

Accrued expenses. 

Income taxes (note 4). 

Total current liabilities 

Long-term debt (note 3). 

Other long-term liabilities. 

Deferred income taxes (notes 2 and 4). 

Noninterest-bearing unsecured one-year promissory 
notes, renewable annually at company 
option (note 3). 

Stockholders’ equity (notes 2, 3, and 5): 

4% cumulative preferred stock of $50 par value per 
share, redeemable 1,200 shares per annum at par 
plus accrued dividends. Authorized and issued 

17,819 shares in 1977 and 1976 . 

Common stock of $2.50 par value per share. 
Authorized 8,000,000 shares; issued 4,388,649 

shares in 1977 and 1976. 

Capital in excess of par value of capital stock. 

Unrealized loss on market decline of investments 

in preferred stocks. 

Retained earnings. 


Less common stock held in treasury, 598,215 shares 
(1976, 598,831 shares), at cost. 

Total stockholders’ equity. 

Commitments and contingent liabilities (notes 9 and 10) 


December 31, 

1977 

January 1, 
1977 

(amounts in thousands) 

$ 28,556 

25,616 

14,563 

14,376 

673 

1,049 

43,792 

41,041 

25,687 

25,543 

4,105 

2,001 

9,015 

7,050 

1,286 

1,286 


891 

891 

10,972 

10,972 

1,551 

1,549 

(271) 

(254) 

103,652 

98,277 

116,795 

111,435 

11,562 

11,574 

105,233 

99,861 


$189,118 176,782 
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Consolidated Statements of Stockholders’ Equity 


Years ended December 31,1977 and 

January 1,1977 




1977 

1976 

Preferred stock: 

(amounts in thousands) 

Beginning of year . 

Shares retired (1976, 3,283 shares) 

$ 891 

1,055 

(Redemption requirements through 1980 have been met) . .. 

— 

(164) 

End of year. 

891 

891 

Common stock (note 5): 

Beginning of year. 

Issued under stock option plans, 

10,972 

10,970 

(1976, 750 shares). 

— 

2 

End of year. 

10,972 

10,972 

Capital in excess of par value of capital stock (note 5): 

Beginning of year. 

Amounts, net, related to common stock issued 
under stock option plans, treasury shares 
issued to employees under incentive bonus 

1,549 

1,487 

plan and retirement of preferred stock . 

2 

62 

End of year . 

Unrealized loss on market decline of investments 
in preferred stocks (note 2): 

1,551 

1,549 

Beginning of year . 

(254) 

(588) 

Unrealized loss . 

(17) 

— 

Decline in unrealized loss . 

— 

334 

End of year . 

(271) 

(254) 

Retained earnings (note 3): 

Beginning of year . 

98,277 

92,207 

Net earnings . 

Dividends paid: 

10,907 

11,612 

4°7o cumulative preferred stock-$2.00 per share . 

(36) 

(40) 

Common stock—$1.45 per share . 

(5,496) 

(5,502) 

End of year . 

103,652 

98,277 

Cost of common treasury shares: 

Beginning of year . 

Issued to employees under incentive bonus 

(11,574) 

(11,103) 

plan, 616 shares (1976, 1,430 shares) . 

12 

27 

Reacquired (1976, 23,716 shares). 

— 

(498) 

End of year. 

(11,562) 

(11,574) 


Total stockholders’ equity $105,233 99,861 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 
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Consolidated Statements of Changes in Financial Position 

Years ended December 31,1977 and 



January 1,1977 




1977 

1976 


(amounts in thousands) 

Funds provided: 



Net earnings . 

$ 10,907 

11,612 

Charges (credits) not affecting working capital: 



Depreciation and amortization . 

11,638 

10,777 

Deferred income taxes . 

1,972 

1,370 

Gain on sales of properties held for resale . 

(781) 

— 

Gain on sales and abandonments of 



property and equipment . 

(27) 

(202) 

Other, net . 

15 

J73 

Total provided by operations . 

23,724 

23,630 

Increase in long-term debt . 

144 

_ 

Proceeds from sales of properties held for resale. 

5,663 

_ 

Proceeds from sales of property and equipment. 

1,891 

1,164 

Proceeds from sales of investments in preferred stock. 

770 

_ 

Decrease in other long-term assets. 

145 

_ 

Increase in other long-term liabilities. 

2,104 

_ 

Other, net . 

14 

67 

Decrease in working capital . 

520 

— 


$ 34,975 

24,861 

Funds used: 



Additions to property and equipment . 

$ 20,171 

15,403 

Dividend payments . 

5,532 

5,542 

Purchase of common stock held in treasury . 

— 

498 

Purchase of preferred stock . 

— 

115 

Increase in properties held for resale . 

9,272 

_ 

Increase in other long-term assets . 

_ 

321 

Decrease in other long-term liabilities . 

_ 

871 

Increase in working capital . 

— 

2,111 


$ 34,975 

24,861 

Increase (decrease) in working capital: 



Cash . 

$ 3,120 

(2,461) 

U. S. Government and other short-term obligations . 

(2,793) 

(4,301) 

Receivables . 

10 

367 

Inventories. 

1,330 

4,594 

Prepaid expenses. 

564 

56 

Accounts payable. 

(2,940) 

1,698 

Accrued expenses. 

(187) 

628 

Income taxes. 

376 

1,530 

Increase (decrease) in working capital. 

$ (520) 

2,111 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 
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Summary of 
Significant 
Accounting 
Policies 


The accounting policies set forth below are 
presented to assist the reader in understanding 
the accompanying consolidated financial 
statements 

The Company 

The Company is engaged primarily in the 
operation of a chain of retail food stores. The 
fiscal year of the Company and its sub¬ 
sidiaries ends on the Saturday nearest to 
December 31. Normally, each fiscal year 
consists of 52 weeks. 

Basis of Consolidation 
The accompanying consolidated financial 
statements include the accounts of Colonial 
Stores Incorporated and subsidiaries, all of 
which are wholly owned. Intercompany 
balance sheet accounts and all significant 
profit or loss on intercompany transactions 
have been eliminated in consolidation. 
Inventories 

The last-in, first-out (LIFO) method is used 
to value grocery products in warehouses and 
retail stores. All other inventories, aggregating 
approximately 18% of total inventories in 
1977, are valued at the lower of cost (first-in, 
first-out) or market. 

Depreciation 

The straight-line method is utilized for 
computing depreciation for financial reporting 
purposes, whereas for income tax purposes, 
accelerated methods are used for certain 
assets. 


The annual rates used in computing 
depreciation of the principal property and 
equipment classifications are as follows: 
buildings and improvements— 2 -‘/ 2 % to 
12-!/2%; fixtures and equipment—6- 2 A°Io to 
33 -*/ 3 %; transportation equipment—10% to 
33-‘/3%. Improvements to leased premises 
are amortized by the straight-line method, 
principally over the current term of the lease 
or the useful life of the improvement, 
whichever is appropriate in the circumstances. 
Income Taxes 

Investment tax credits are reflected in earn¬ 
ings as a direct reduction in the provision for 
Federal income taxes in the year in which the 
related assets are placed in service. No ad¬ 
ditional income taxes will be paid on un¬ 
distributed earnings of subsidiaries, since 
consolidated tax returns are filed. 

Earnings Per Share 

Earnings per share of common stock have 
been determined by dividing net earnings, less 
preferred stock dividends, by the weighted 
average number of shares of common stock 
outstanding. No consideration of shares 
contingently issuable under terms of stock 
options has been given, since the effect of 
their inclusion would not have a materially 
dilutive effect. 


Notes 

to 

Consolidated 

Financial 

Statements 

December 31, 1977 and 
January 1,1977 


(1) Inventories 

At December 31, 1977, inventories valued by the last-in, first-out (LIFO) method were stated 
at approximately $15,680,000 ($12,100,000 at January 1, 1977) less than they would have been 
on a replacement cost basis or by the first-in, first-out (FIFO) method of determining costs. 

(2) Investments in Preferred Stocks 

The Company has established a valuation allowance to reduce its investments in preferred 
stocks to the lower of cost or market. The net reduction from cost to market value of $387,000 
at December 31, 1977 ($363,000 at January 1, 1977) has been charged to stockholders’ equity, 
net of the Federal income tax effect of $116,000 in 1977 ($109,000 in 1976). 


(3) Long-term Debt 

Long-term debt is summarized as follows: 


8% sinking fund debentures due October 1, 1996, $800,000 
redeemable annually, beginning in 1982, through sinking fund, 
and $3,800,000 in 1996; less unamortized discount of $50,000 

($54,000 in 1976) based on effective interest rate of 8.05%. 

Loans, secured by land and buildings: 

7.75%, payable, interest only through 1977, and equal quarterly 

installments from 1978 through 2002. 

8.02%, payable in quarterly installments, including interest, of 
approximately $ 112,000 in 1978 and approximately $ 130,000 
thereafter through 1998 . 


December 31, January 1, 

1977 1977 

(amounts in thousands) 


$14,950 

14,946 

6,000 

6,000 


4,877 

4,627 

25,827 

25,573 

140 

30 

$25,687 

25,543 


Less current portion, included in accounts payable 
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Provisions of the 8% sinking fund debentures contain, in addition to other convenants, 
restrictions on the payment of cash dividends and other stock payments. At December 31, 
1977, retained earnings of approximately $44,200,000 are free of such restrictions. 

The noninterest-bearing notes payable in the accompanying balance sheet consist of notes 
payable to Gold Bond Stamp Company of Georgia, renewable annually at the Company’s 
option, presently due on or after February 1979. 

(4) Federal Income Taxes 

The components of Federal income tax expense for the years ended December 31, 1977 and 
January 1, 1977 are as follows: 



1977 

1976 


(amounts in thousands) 

Current, net of investment credit. 

Deferred: 

. $ 5,169 

7,280 

Excess of tax over book depreciation. 

Additional funding of liability for 

. 1,066 

1,045 

pension costs. 

Other, net (ranging from approximately 

. 462 

387 

$7,000 to $208,000). 

. 228 

(62) 

Net deferred provision. 

. 1,756 

1,370 


$ 6,925 

8,650 


Total tax expense for the years ended December 31, 1977 and January 1, 1977 amounted to 
$1,634,000 (9.2%) and $1,076,000 (5.3%), respectively, less than the amount computed by 
applying the U. S. Federal income tax rate of 48% to earnings before Federal income taxes. Of 
such amounts above, $1,539,000 (8.6%) and $826,000 (4.1%), respectively, related to in¬ 
vestment credit. 

State and local income taxes (including provisions for deferred state income taxes) amounting 
to approximately $1,078,000 and $1,181,000 for 1977 and 1976, respectively, are treated as 
operating expenses. 

The Internal Revenue Service has examined and settled the Company’s Federal income tax 
returns through 1975. 

(5) Qualified and Nonqualified Options to Purchase Common Stock 

Under the terms of various qualified and nonqualified stock option plans, options are granted 
to certain officers and employees to purchase shares of the Company’s common stock at not 
less than fair value at date of grant. Qualified options are exercisable over a five-year period 
from date of grant, and nonqualified options are exercisable over a ten-year period. The 
following summary presents transactions and other information related to options granted 
under the plans for the years 1977 and 1976. 



Shares 

Option Price 

Options outstanding at January 3, 1976 . 

180,500 

$16.63 - 23.00 

Granted. 

34,250 

20.88 

Exercised. 

(750) 

16.63 - 17.13 

Expired. 

(53,250) 

17.13 - 23.00 

Options outstanding at January 1, 1977 

160,750 

16.63 - 22.00 

Granted. 

25,000 

19.13 - 20.63 

Exercised. 

— 

— 

Expired. 

42,750 

16.63 - 22.00 

Options outstanding at December 31,1977 

143,000 



At December 31, 1977 and January 1, 1977, options for 87,650 shares and 81,100 shares, 
respectively, were exercisable and 142,575 shares and 128,575 shares, respectively, were 
available for future grants. 

In accordance with the requirements of the qualified stock option plans and the Internal 
Revenue Code, options totaling 2,500 shares at December 31, 1977 do not become exercisable 
until options granted at a higher price have been fully exercised or expire. 
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Notes (cont’d) 


(6) Retirement Plan For Employees 

The Company has a trusteed noncontributory pension plan covering all of its employees and a 
supplemental nonqualified and nontrusteed plan for certain executives. Pension costs for the 
trusteed noncontributory plan are based on current service costs and amortization of prior 
service costs over a period of forty years. The Company’s funding policy has been to make 
contributions sufficient to maintain the fund in sound condition. Total pension costs charged 
to operations amounted to $3,025,000 in 1977 and $2,650,000 in 1976, of which $2,975,000 
and $2,600,000, respectively, were funded. The Company also funded an additional $1,000,000 
in 1977 and $850,000 in 1976, which were charged to operations in previous years. As of the 
latest valuation date, the actuarially computed value of vested benefits exceeded the market value 
of the pension fund assets and the accrual for pension costs by approximately $16,790,000 and the 
unfunded past service costs amounted to approximately $16,760,000. 

(7) Quarterly Results of Operations (Unaudited) 

The following is a summary of the unaudited quarterly results of operations for the years 
ended December 31, 1977 and January 1, 1977. 

December 31, 1977: Periods Ended 


March 26 

June 18 

October 8 

• December 31 

(12 Weeks) 

(12 W eeks) 

(16 Weeks) 

(12 Weeks) 


Sales and operating revenues. 

Gross profit. 

Net earnings. 

Earnings per share of common stock . . . 

January 1,1977: 

(Dollars in thousands except per-share data) 

. . $235,836 244,497 331,158 241,676 

52,323 54,736 75,670 55,742 

2,067 2,279 3,307 3,254 

S.54 

.60 .87 

Periods Ended 

.86 


March 27 

June 19 

October 9 

January 1 


(12 Weeks) 

(12 Weeks) 

(16 Weeks) 

(12 W eeks) 


(Dollars in thousands except per-share data) 

Sales and operating revenues. 

. . $223,896 

224,786 

297,446 

229,083 

Gross profit. 

49,144 

50,011 

66,643 

50,625 

Net earnings. 

2,659 

2,682 

3,256 

3,015 

Earnings per share of common stock . . . 

$.70 

JO 

M 

.19 


(8) Asset Replacement Cost (Unaudited) 

Because of the rapid turnover of inventories and the use of the last-in, first-out valuation 
method by the Company for years since 1973, the accompanying consolidated financial 
statements reflect approximate current replacement costs for cost of sales and also for in¬ 
ventories when they are adjusted to the first-in, first-out valuation method (see note 1). 

The replacement of property and equipment with assets having equivalent productive capacity 
requires substantially greater capital investment because of the cumulative impact of inflation. 
Historically, the Company has been able to partially compensate for resulting higher costs by 
operating efficiencies and increased sales prices. 

The Company’s annual report on Form 10-K (a copy of which is available upon request) 
contains specific information with respect to the estimated replacement cost of inventories and 
property and equipment at December 31, 1977 and January 1, 1977 and the approximate effect 
of such costs on cost of sales and depreciation expense for the years then ended. 

(9) Lease Commitments 

The Company has entered into various leases for store properties, parking lots, manufacturing 
plants, warehouses and office buildings, and equipment. These leases will expire principally 
during the next twenty years. In the normal course of business, however, it is expected that 
most will be renewed or replaced by leases on other properties. 

In November 1976 the Financial Accounting Standards Board issued Statement No. 13, 
“Accounting for Leases.’’ The Statement is effective for lease agreements entered into on or 
after January 1, 1977, and in 1978 its provisions will be applied retroactively by the Company 
through restatement of its consolidated financial statements. Certain leases in effect at January 
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I. 1977, which are now being accounted for by the operating method, would be classified and 
accounted for as capital leases under the provisions of Statement No. 13. If the Company had 
accounted for those leases as capital leases, assets would be increased by approximately 
$27,200,000 and $23,800,000 and liabilities would be increased by approximately $30,000,000 
and $26,200,000 at December 31, 1977 and January 1, 1977, respectively, and net earnings for 
the year ended December 31, 1977 would be reduced by approximately $198,000. The Com¬ 
pany had no capital lease transactions during 1977. 


Minimum rentals as of December 31, 1977, are as follows: 

Years Total 


(amounts in thousands) 

1978 $ 13,624 

1979 12,878 

1980 13,036 

1981 11,407 

1982 10,758 

Later years 87,326 


Total minimum lease payments $149,029 


Minimum rentals have not been reduced by minor sublease rentals due in the future under 
noncancellable subleases. Additionally, minimum rentals do not include contingent rentals that 
may be paid under certain leases. Contingent rentals are usually determined on the basis of a 
percentage of sales in excess of stipulated minimum amounts for store facilities. 

Executory costs, which include real estate taxes, insurance, repairs and maintenance, and 
management fees, are estimated to aggregate approximately 20% of the rental payment when 
all such costs are paid by the lessor. For some leases, certain of these items are paid separately 
by the Company as lessee and are not included in the minimum lease payment. 

Total rental expense for the years ended December 31, 1977 and January 1, 1977 was as 
follows: 

1977 1 976 

(amounts in thousands) 

Minimum rentals, net of minor 

sublease rentals. $14,609 13,713 

Contingent rentals. 1,222 1,075 

Total rent expense. $15,831 14,78 8 

In 1976, the Company classified its lease arrangements as either finance leases or operating 
leases. If finance leases were capitalized, the lease rights amortized on a straight-line basis, and 
interest expense accured on the basis of the outstanding lease liability, net earnings for 1976 
would have been reduced by approximately $424,000. Included in this computation were 
amortization of $2,281,000 and interest expense of $3,440,000. 

(10) Contingent Liabilities—Litigation 

The Company was included as one of seventeen defendants, along with other members of the 
National Association of Food Chains, in an action filed on December 30, 1975, by seven Texas 
livestock producers. The action alleged violation of antitrust laws in the purchase and sale of 
meat and sought damages in excess of $20,000,000 against all defendants, before trebling, plus 
injunctive relief. In 1976 and 1977, several similar antitrust actions were brought against the 
Company and generally the same defendants named in the December 30, 1975, action. During 
1977, the Company settled and obtained the dismissal with prejudice of the December 30, 

1975, and four additional actions. These settlements resulted in the payment of relatively small 
sums, which are reflected in the accompanying consolidated financial statements. Three 
remaining antitrust actions have not been settled and are pending against the Company. In the 
opinion of legal counsel, the Company has good and meritorious defenses to these actions and, 
accordingly, the Company is of the opinion that the resulting liability, if any, and costs of 
defending such actions, will not materially affect the Company’s consolidated earnings or 
financial position. 
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Accountants’ 

Report 


Peat, Marwick, Mitchell 6c Co. 

CERTIFIED PUBLIC ACCOUNTANTS 
2100 PEACHTREE CENTER SOUTH 
ATLANTA, GEORGIA 30303 


The Stockholders and Board of Directors 
Colonial Stores Incorporated: 

We have examined the consolidated balance sheets of Colonial Stores Incorporated 
and subsidiaries as of December 31, 1977 and January 1, 1977, and the related 
consolidated statements of earnings, stockholders’ equity and changes in financial 
position for the years then ended. Our examinations were made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary 
in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly 
the financial position of Colonial Stores Incorporated and subsidiaries at December 
31, 1977 and January 1, 1977, and the results of their operations and the changes in 
their financial position for the years then ended, in conformity with generally ac¬ 
cepted accounting principles applied on a consistent basis. 
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